The University of Akron

IdeaExchange@UAkron
Akron Law Review

Akron Law Journals

July 2015

The Development of Credit Co-operatives Within
The State of Victoria, Australia
Peter Gilchrist Lumb
Kevin John Thompson

Please take a moment to share how this work helps you through this survey. Your feedback will be
important as we plan further development of our repository.
Follow this and additional works at: https://ideaexchange.uakron.edu/akronlawreview
Part of the Banking and Finance Law Commons, and the International Law Commons
Recommended Citation
Lumb, Peter Gilchrist and Thompson, Kevin John (1981) "The Development of Credit Co-operatives Within The
State of Victoria, Australia," Akron Law Review: Vol. 14 : Iss. 3 , Article 5.
Available at: https://ideaexchange.uakron.edu/akronlawreview/vol14/iss3/5

This Article is brought to you for free and open access by Akron Law Journals at IdeaExchange@UAkron, the
institutional repository of The University of Akron in Akron, Ohio, USA. It has been accepted for inclusion in
Akron Law Review by an authorized administrator of IdeaExchange@UAkron. For more information, please
contact mjon@uakron.edu, uapress@uakron.edu.

Lumb and Thompson: Credit Cooperatives

THE DEVELOPMENT OF CREDIT CO-OPERATIVES
WITHIN THE STATE OF VICTORIA, AUSTRALIA
PETER GILCHRIST LUMB*

and
KEVIN JOHN THOMPSON**

I. INTRODUCTION
HIS ARTICLE is intended to be of an informative rather than academic
nature. As the reader will appreciate the co-operative movement in
Victoria is still in its infancy and in consequence there has been little case
law development in Victoria or throughout Australia.

T

Victoria is a sovereign State within the Federation of the Commonwealth of Australia situated in the southeastern comer of the continent
and comprising 8,788,459 square miles. The capital of the State is Melbourne with a population of 3.25 million people making it the second
largest city in Australia. Victoria became a separate self-governing colony
of Great Britain in 1850 and a State at the commencement of Federation
in 1901.
The system of banking and credit in Australia and within the State
of Victoria is significantly different to that which prevails in the United
States. At the commencement of the Federation in Australia in 1901 certain powers, including the banking power, was ceded by the Australian
States to the Commonwealth of Australia. In consequence, the branch banking system which exists in Australia comprising private and government,
trading and savings banks is subject to strong central banking control akin
to the system in the United Kingdom. This is in direct contrast to the unit
banking system of the United States. All banks operating in Australia,
other than the State-owned banks, must be authorized or licensed under
the Banking Act 1959-1974. Due, in part, to such control there are only
seventeen Trading Banks, thirteen Savings Banks, a Commonwealth Banking Corporation and three other specialized institutions more in the nature
of development banks. The Trading and Savings Banks conduct their business through numerous branches throughout each State and Territory in
Australia.
The central bank is the Reserve Bank of Australia which acts as banker
for the remaining banks and is the financial agent of the Australian gov*Solicitor in Conveyencing, Leasing and Commercial Law with Ford and Company, Melbourne, Australia; B.L., University of Melbourne, 1970.
**Solicitor in Conveyencing, Securities, Company Laws and Trusts with Ford and Company,
Melbourne, Australia; B.L., University of Melbourne, 1957.
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ermnent. Governmental policies are implemented through the Reserve Bank
by regulation of trading bank liquidity, supervision of investments policy,
controls over advance (lending) policy, bank interest rates and open market operations. The banking system, whilst still the major credit provider
in Australia and within Victoria, is inhibited by the activities of the central
bank and the policies of the government of the day.
As a result, there has been a dramatic growth over the last twenty-five
years of financial intermediaries outside the banking system to meet the
needs of savers, investors and consumers. The institutions operating in this
sphere are broadly described in the paragraphs which follow.
(a) Finance companies commenced principally as credit providers depending on the consumer market and offering hire purchase facilities or variations thereof. As the Australian consumer became attuned in the 1950's to
obtaining credit in this form, demand expanded rapidly. This demand faltered in the early 1960's as a result of tightening credit, development of
"discount selling" and increased ownership of consumer durables which
in turn led to the Finance Companies expanding into consumer finance,
mortgage and commercial loans for real estate and other purposes, lease
finance, wholesale finance, factoring, bills of exchange and equity ventures.
Due to the higher risk factor in these forms of lending, interest rates charged
are usually higher than those charged within the banking systems.
(b) Merchant banks commenced in the 1950's in Australia, usually
in association with Stockbrokers, to undertake merchant banking activities
for particular brokers. With the tightening of credit in the early 1960's and
subsequent dips in economic activity which have occurred since then, most
merchant banks have become involved in purchasing securities and operating
as investment companies together with related finance activity including
factoring of book debts and the provision of funds against leasing and
mortgage contracts. Generally, merchant banks are important in Victoria
for the provision of development capital and equity capital.
(c) Life insurance (assurance) and general insurance companies have
been an important intermediary in the financial arena since Federation. The
source of funds to the companies consist of premiums paid on policies and
in the case of the "life" companies, considerable credit has been provided
in the form of mortgages and personal loans secured against individual
policies. In later years there has been an increasing trend for the insurers
to venture into higher risk areas of investment such as mining projects, real
estate, heavy equipment leasing and computers.
(d) Permanent building societies in Victoria and throughout Australia
have in recent years become a major channel for the investment of personal
savings of the individual and a major source of long term loans secured
by way of mortgage over houses and land. The latter activity was acceler-
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ated in 1965 with the introduction of mortgage insurance in Victoria enabling the societies to ensure their loans against default for, at that time, a
small premium. Further, the societies were not subject to the governmental
restraints placed upon savings bank housing loans. Funds are predominantly
obtained by way of deposits as a result of the higher rates of interest which
the building societies are able to offer the investor. Figures highlighting this
trend in the flow of savings appear in the later pages of this article. As a result
of a decline in the property market and economic activity in Victoria in
the late 1970's, the number of claims made under mortgage insurance had
dramatically increased resulting in significant increases in the costs of this
type of Insurance and a more cautious scrutiny of proposals by the mortgage
insurers than the cursory processing which such applications received in
earlier years. It is anticipated that this may have some dampening effect
on the building society lending in respect of loans exceeding eighty percent
of the value of the security offered, unless the societies as a matter of marketing policy decide to continue lending in this area notwithstanding the
fact that mortgage insurance may not be available.
(e) Factoring companies have recently developed in the private sphere.
Such companies provide funds raised by share or debenture issues to business concerns in need of working capital against outstanding book debts.
In Victoria it is a high cost form of borrowing reflecting the cost of obtaining such funds by the factoring companies and the degree of security
offered.
This summary of financial intermediaries operating outside of the
banking system in Victoria is by no means exhaustive and does not include
such institutions as pension funds, trade credit, money market dealers,
superannuation funds, trustee companies and the many miscellaneous forms
of personal credit available to the consumer in Victoria. There is, however,
one other form of financial intermediary in Victoria. Its origins can be
traced from 1905 but it has lain dormant for many years. Only in comparatively recent years has it become a significant force in the Victorian
financial system. This intermediary is the credit co-operative, more commonly referred to as the credit union.

II.

EARLY DEVELOPMENT OF CREDIT UNIONS

The co-operative credit institution was established in Victoria as early
as 1905 under the provisions of an Act of Parliament then known as the
Provident Societies Act of 1890. This early credit union was known as
the Co-operative Credit Bank of Victoria and was founded by a group

of public servants to meet their own credit needs based on the institutions

established in Europe known as "Peoples Banks." Unlike many of the so
called "Peoples Banks" the Victorian Co-operative Credit Bank relied on
funds raised entirely through share subscription of its members with a
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limited liability. Members were admitted on the basis of their occupation,
rather than the residential bond of association that was generally adopted
in Europe. The concept of co-operative credit societies was introduced in the
United States some four years later and credit co-operatives, based on
common bond type, became well established in North America in the 1920's
and 1930's. Unlike the situation in the United States, there was no further development in Victoria of co-operative credit societies beyond the historic Cooperative Credit Bank of Victoria. It is not clear why the co-operative
credit movement did not progress from this successful working model until
many years later as it is apparent that there were no other financial intermediaries meeting the demands for small personal loans by the wage
earning class in Victoria. It has been suggested that at this stage of Victoria's
development, governmental assistance or State controlled schemes were
more readily accepted than the concept of co-operation. It would seem that
the Co-operative Credit Bank, although going on to operate successfully for
more than half a century, received little publicity, and its organizers did
not actively promote the movement. Due to the insularity of Australia in
these years, there was no "spill-over" effect from the successful co-operative
credit development in North America and other parts of the world.
The movement lay dormant in Victoria until the 1930's and 1940's
when it received impetus from groups of Roman Catholic laymen who, as
a part of a general social program, commenced a movement with the
specific objective of promoting credit unions. The blueprint society developed by the Catholic movement was inspired by the Canadian Antigonish model and in the early 1940's, rural parish based credit societies
were formed in at least fifteen rural centers. Development at this stage, however, was severely hampered by the lack of enabling legislation. Such legislation was not introduced in Victoria until the Co-Operation Act was
passed by the State Parliament in December of 1953.
Following the introduction of this legislation the Catholic movement
embarked on a concerted effort to establish parish based credit societies in
Victoria. The aim was to improve the standard of living of the worker and
to provide also a form of adult education through active participation in
economic activities. The first credit union established under the new Act
was the Young Catholic Workers Central Co-operative Credit Society Limited. This society acted as a springboard for the establishment of other
parish credit societies. In 1957 these societies joined together in an Association of Catholic Co-operative Credit Societies with the explicit purpose
of developing credit societies in Catholic parishes throughout the State. To
this point the development of co-operative societies in Victoria was essentially a Catholic church inspired movement and whilst the clerical influence was minimal, there tended to be a preoccupation with the social
and religious aspects of the movement at the expense of economic con- 4
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siderations. This was manifested in the payment of low interest rates on
deposits and the tendency to adopt parish bond types rather than community
or employee bond types. These things resulted in restricted development.
In the wake of the first post-war installments credit boom and increasing
consumer consumption, there was now considerable scope in Victoria for
the development of credit societies, notwithstanding competition in the
saving and lending market. Credit societies were able to meet a need for
personal loans previously neglected by other financial institutions and were
able to offer the advantages of competitive rates for savings and loans,
accessibility and personal service. During the period from the inception of
the Co-Operation Act to the mid 1960's, the Catholic movement increased
its number of parish credit unions and non-Catholic credit societies were
established of both community and employee bond types. Until this time
the Victorian movement was relatively self-contained and largely parishbased. This was in contrast with the development which had taken place by
this time in Northern America where credit unions were largely of the employee bond type.

I1.

PERIOD OF EXPANSION

At the instigation of the LaTrobe Valley Credit Co-operative, a rapidly
developing credit union based in the center of Victoria's coal reserves where
there is a strong union movement, steps were taken to establish a State-wide
association of credit unions. This reconstruction took in both the Catholic
parish Credit Unions and non-parish Credit Unions.
The Victorian Credit Co-Operative Association Limited commenced in
1966 with ninety-six Credit Unions becoming members in its first year of operation. There are now 148 members in the Association with a further fiftyone credit unions remaining outside the Association.'
The Association acts primarily as the central bank for members and
carries out development, co-ordination and supervisory work as well as
representing the movement federally. With the rapid growth of the movement
in Victoria the Association has assumed increasing importance in acting
as central banker and in up-grading the quality of management. In recent
years the Association, through the formation of a subsidiary service company, has been instrumental in providing computerized services to many
member credit unions. The computer services include on-line and batch
facilities.

'VICTORIAN

CREDIT Co-OPERATh'E ASSOCIATION LTD., STATISTICAL REVIEW -No. 9 -
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In 1966, the average credit union in Victoria had 164 members, total
funds of $34,000 and $30,000 of loans outstanding. By 1979, average
membership had increased to 1,408, whilst average deposits had increased
to $1,987,503 and loans outstanding had increased to $1,705,306.2 The
low figures in 1966 are due to the predominance at that time of the parish
and community credit unions which were generally small in membership
and funds. These two types of credit unions constituted seventy percent
of Victorian societies in 1966 and averaged only ninety-two members. The
employee or industrial credit unions in existence at this time were, on the
average, three times the size and held just under fifty percent of total credit
union funds. As of the 31st of March, 1980' the statistics of the Victorian
Association indicate that parish bond type credit unions constitute only
slightly more than thirteen percent of societies. Approximately fifty-three
percent are employee or industrial bond type. Just under seventy percent
of total funds are now held by the industrial credit union. Fifty-three
percent of the total membership belongs to industrial type credit unions.
Community or regional based type credit unions comprise thirty percent
of total co-operative membership and hold thirty percent of total funds.
Total loans outstanding in 1980 are in similar proportions to the asset
holdings of the credit unions.
It is abundantly clear from the most recent figures that the same kind
of growth in industrial credit unions seen in the United States following
the enactment of the Federal Credit Union Act4 in 1934 and the formation
of the Credit Union National Association has taken place, on a lesser scale,
in this State. A movement which was distinctively parish and community
based in its formative years is now predominantly an industrial bond type
movement in terms of membership and funds. There remains a significant
and still growing element of community bond type credit unions.

IV.

GROWTH OF CREDIT UNIONS

Assessed on its own terms, the development of credit unions in Victoria
has been quite dramatic. At the end of the first year following the commencement of the Co-Operation Act, 1953 there were eight societies registered under the Act. In 1978 there were 214 societies on register:

2 REGISnTY OF CO-OPERATIVE SOCIETIES, ANNUAL

REPORTS

1956

TO

1978,

AUSTRALIAN BUR-

EAU OF STATISTICS, CATALOGUE No. 5618.0 - 1979.
3
VICTORIAN CItzIT Co-OPERATIVE ASSOCIATION Lm., SUMMARY OF CREDIT UNION STATISTICS AS OF MARCH,

1980.

https://ideaexchange.uakron.edu/akronlawreview/vol14/iss3/5
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Table 1: Registration of Credit Societies in Victoria, 1954-1978
Societies on New Societies
register at

Period

beginning

Registered

During Period Registration

of period

No.
1954-1958

Societies

Societies on

Dissolved and

Register at

end of period

Cancelled

No.

No.

No.

28

2

26

1958-1962

26

47

1

72

1962-1966

72

74

2

144

1966-1970

144

47

8

182

1970-1974

182

57

28

211

1974-1978

211

43

40

214

Source: Registry of Co-Operative Societies, Annual Reports.

The annual rate of growth of members and of assets between 1966
and 1979 averaged twenty-two and forty-two percent respectively:
Table 2: Annual Percentage Increase 1966-1979
Year

Societies
on

Member-

Register

ship

Shares

Deposits

Loans

1966-1967

14.9

28.3

20.2

-

1967-1968

4.8

17.7

20.5

29.4

26.2

1968-1969

3.9

14.5

16.3

33.1

36.2

1969-1970

8.2

22.2

18.7

43.4

41.0

1970-1971

4.7

31.4

26.6

52.9

52.7

1971-1972

8.9

33.8

27.0

55.5

53.8

1972-1973

5.6

28.1

31.9

67.7

66.5

1973-1974

(-)3.0

24.8

26.8

44.9

49.7

1974-1975

2.0

18.6

19.5

25.8

25.6

1975-1976

-

21.8

21.9

41.9

40.8

1976-1977

(-)2.0

16.2

18.4

38.6

39.8

1977-1978

2.0

16.7

16.4

37.1

33.6

1978-1979

(-)2.9

16.3

17.1

48.9

44.3

Source: Registry
Published by IdeaExchange@UAkron,
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In comparison, the annual rate of growth of total balances for installment
credit for retail sales in Victoria has declined in recent years. Indeed, in
1978 total outstanding credit debt for retail sales was approximately 4
million dollars less than for the previous year.
Savings
It is apparent from the statistics that a large measure of the success
enjoyed by the credit unions has resulted from their ability to attract savings. The Co-Operation Act, 1958 contemplates shares in the societies as
the main source of funds; however, as a result of the operation of Australian
tax law, it is in the interests of the co-operatives to rely on deposits as
their main source. Under section 25 of the Income Tax Assessment Act
1036-1980,. income from loans to members of a "mutual society" is not
assessable for income tax. This exemption is obviously of great significance
in that most of the income of credit unions is derived from their lending.
In consequence, most credit societies operate as mutual societies (i.e., no
dividend is paid, any surplus may be distributed to borrowing members,
and in the event of a winding up, reserves and undistributed surplus go to
buying members only). It is also established that share dividends of credit
unions are to be treated as an allowable deduction against income under
the Australian Income Tax Assessment Act if the credit union is recognized
by the Federal Commissioner of Taxation to be a "co-operative" concern
within the meaning of the Act.'
In the early years of development when parish bond type credit unions
predominated, interest rates were very conservative. This conservatism arose
out of the Christian precepts that motivated the parish credit union movement in contrast to the more economic orientation of the industrial credit
unions which tended to pay a slightly higher rate of interest on deposits.
In 1966 it appeared that parish and community based credit unions were
less interest sensitive, presumably due to the non-economic or idealistic
factors.
Since then there has been a marked increase in competition for savings
funds with the development of the non-bank financial intermediaries. Reluctance on the part of parish credit unions to compete in the savings market has probably been a factor in their decline whilst the industrial credit
unions, which have shown no such inhibition, have clearly succeeded in
attracting significant levels of savings. The ability to make pay-roll deductions
has undoubtedly contributed to the success of the industrial credit unions.

A.

In a March, 1980 survey of 123 credit unions, at-call interest rates
varied between five and ten percent per annum with forty-two credit unions
paying at-call rates between eight and ten percent per annum. In the same
5Federal Commissioner of Taxation .v.Reversby Credit Union, C.L.R. 38, A.LJ.R. 358,
13 A.T.O. 449, N.S.W. (1965).
https://ideaexchange.uakron.edu/akronlawreview/vol14/iss3/5

8

Winter, 1981]

Lumb and CWEDT
Thompson:
Credit Cooperatives
CooPERATIvEs

sample, term rates varied between eight and twelve percent per annum
with seventy-four credit unions paying between ten and twelve percent per
annum.

6

In absolute terms the share of the Victorian credit unions in the
savings and loan market is still relatively small but increasing. In 1966
credit union savings amounted to 4.3 million dollars or approximately 0.17
percent of total deposits with Victorian savings banks. In 1979 credit cooperative savings increased to 395.1 million dollars representing 5.48 percent of savings bank deposits. This performance can be contrasted to
the other principal competitor in the savings market, the permanent building
societies. In 1966 these societies held deposits representing 1.32 percent
of total savings bank deposits." In 1978 the Victorian permanent building
societies had increased this proportion to 14.8 percent of total savings bank
deposits."
The increasing significance of co-operative savings is highlighted by
comparing the deposits per head of population. In 1966 Victorian savings
banks' deposits per head of population were $542 and for credit societies
the figure was $208.' Total credit union deposits in 1979 were $1,317
per member as compared with the savings bank average of $1,878 per
head of population:

VICTORIAN CREDIT CO-OPERATIVE AssocuTION

LTD., STATISTICAL REVIEW No. 9 - 1980.

80 VIcT. Y.B. 688 (1968).
892 Vi r. Y.B. 529 (1980).
980 VICT. Y.B. 688 (1968)
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The combined impact of building societies and credit unions has placed
severe strains on the ability of the savings banks in Victoria to maintain
their rate of lending. The inability of banks to compete in the savings (and
ipso facto, the lending) market has been heightened by the restraints imposed by the Reserve Bank in recent years and a federal government policy
of restraining the money supply and holding down interest rates.
B.

Loans
Victorian credit co-operatives may only make loans for purposes specified by section 14(1) of the Co-Operation Act of 1958. These purposes are
set out as follows:
(a) To assist its members to purchase furniture for homes.
(b) To assist its members to purchase materials for the erection of
homes.
(c) To assist its members to defray the cost of painting or effecting
additions or repairs to their homes.
(d) To assist its members to pay the expenses of removing household
furniture and effects.
(e) To assist its members to acquire tools, implements, machinery,
materials or stock in trade for any business trade or industry.
(f) To assist its members to commence, acquire or carry-on any business, trade or industry.
(g) To assist its members to purchase or lease a place of business,
trade or industry.
(h) To assist its members to discharge any financial liabilities.
(i) To make or arrange loans to its members for any such purpose or
for any purpose prescribed by regulation.
(j) To guarantee loans made by any persons to its members for any
such purpose.
(k) To supervise the expenditure of loans made to its members for
any such purpose.
As can be seen these provisions are restrictive. If narrowly interpreted they
would work to inhibit recent trends in co-operative lending, particularly in
the area of housing loans.
The Act sets a loan limit of $600.00" which may be exceeded with
the approval of the Registrar. This limit has long since been superseded and,
dependent upon the size of the credit union, the Registrar has approved
loan limits of up to $40,000.00. Many credit unions overcome loan limits
by lending to husband and wife as separate members.
Under section 54 of the Act, credit co-operatives are empowered to
0 Co-Operation
Act, 1958 (No.
Published
by IdeaExchange@UAkron,
1981 9275), s. 17 (8).
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invest in trustee or prescribed securities. Some credit unions make loans in
excess of the maximum limit pursuant to this power.
As of June, 1980, out of a sample of 180 Victorian credit unions, the
average loan per borrower was $2,546.00. 1 In 1979 the types of loans
made by credit unions in Australia were as follows:12
Table 4

%
Motor Vehicles

$

37.97

$421,645,000

6.53

$ 72,514,000

House & Land

22.93

$254,631,000

Home Improvement

16.50

$183,227,000

Furniture and House Appliances

10.40

$115,489,000

5.67

$ 62,963,000

Holiday & Recreation

Consolidation of Debts

There is no detailed statistical information of this nature for Victoria. In
view of Victoria's predominance in the co-operative movement, second only
to the State of New South Wales, it is likely that these figures reflect the
situation in Victoria.
As is true with deposits, the rate of lending has increased dramatically.
In 1966 credit co-operative outstanding loans were approximately one percent of total balances outstanding of installment credit for retail sales in
Victoria. In 1978 outstanding loans had increased to eighty percent of
such total balances. Loans outstanding in 1967 were 5.2 million dollars;
by 1979 this figure had increased to 339.3 million, an average annual percentage increase of forty-two percent:

11 FINANCIAL MANAGEMENT REsEARcH CENTRE, UNIVERSITY OF NEW ENGLAND, STATISTICAL
REPORT FOR THE QUARTER ENDING JUNE, 1980.
-IAUSTRALIAN FEDERATION OF CREDIT UNION LEAGUES, PROFILE OF AUSTRALIAN CREDIT
UNIONS 1979.
https://ideaexchange.uakron.edu/akronlawreview/vol14/iss3/5
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Table 5: Share of Credit Unions in Loans Market
Building

Finance

Societies

Companies

Loans
Advanced

Total Balances
for Installment
Credit - Retail

5,209

$ 16,011

$340,600

1967-1968

6,571

18,854

374,000

1968-1969

8,947

27,545

418,600

1969-1970

12,616

33,020

475,000

1970-1971

19,267

36,191

512,800

1971-1972

29,628

82,921

509,400

1972-1973

47,552

176,923

511,600

1973-1974

71,206

133,426

326,100

1974-1975

89,423

NA

329,400

1975-1976

125,933

NA

388,600

1976-1977

176,101

NA

428,400

1977-1978

235,255

NA

422,300

1978-1979

339,366

NA

NA

Credit Union
Year

1966-1967

Loans
Outstanding

$

Source: Australian Bureau of Statistics
In contrast it will be seen that building society loans, although significantly greater in value, increased at an average annual increase of only
approximately thirty-five percent over the same period. Whilst building
societies lending is basically housing loans secured over land, much of the
credit co-operative lending is still in the area of personal unsecured loans
where there is no direct competition in the lending market with either the
banks or building societies.
With the development of the movement and increase in loan limits,
a small but rapidly increasing proportion of co-operative credit is in the
form of housing loans or loans which are secured over land. In the period
from 1976 to 1979 the proportion of loans from credit unions secured by
way of mortgage has increased from eight percent of total credit union
loans to fourteen percent. The annual percentage increase of such lending
was sixty-three percent. 18
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This trend in co-operative lending has given rise to the question of
security taken by credit unions to secure their loans. Hitherto, the practice
of credit unions in respect of chattels (such as motor vehicles) where some
form of security was required, has been to register a Bill of Sale. By doing so
the borrower transfers ownership in the chattel to the credit union on the
condition that ownership is redeemed upon repayment of the loan. In
Victoria, registration of a Bill of Sale is required in order for it to be enforceable.
It has also become an increasingly common practice for credit unions
to charge a member's assets or property with the debt due to the credit
union. In Victoria a Torrens system of land registration affects most land.
In cases where property charged includes land in which the credit union
may claim an equitable interest by virtue of its charge, a caveat will
usually be lodged over the Certificate of Title. This effectively prevents any
dealing in the land without notice to the caveator credit union. This protection is afforded to caveators even in the situation where a caveat is
entered on the title after a mortgagee has exercised his power of sale. In
4 , it
Forster v. Finance Corporation of Australia Ltd."
was decided that there
is an obligation on the part of a mortgagee exercising his power of sale to
deal with caveats before the transfer to a purchaser can be registered. A
transfer of land sold by a mortgagee cannot be registered whilst there
remains a memorandum of caveat entered on the title to the land even if
registered subsequently to the mortgage.
In such circumstances it is the obligation of a mortgagee to make
application for the removal of any caveats on the basis that the caveator's
respective interests have ceased to exist by virtue of the mortgagee's sale
which operates to sell the mortgagee's interest as of the date of registration
of the mortgage.
The practice of lodging a caveat is also often adopted when the credit
union lends on the security of land and takes a mortgage but does not
require the mortgage to be registered at the Office of Titles. This expedient
is adopted in many cases where there is an existing registered mortgage and
it is desired to minimize the costs of the loan and avoid the necessity of
obtaining the prior consent of an existing registered Mortgagee. In this
regard, it should be noted that the figures available on the proportion of
credit union loans lent for housing purposes and secured by way of mortgage are probably understated.
The statistics as to the proportion of loans made by credit unions which
are secured by way of first or second mortgages over land are sparse; however,
considering the percentage annual increase in recent years in the size
of loans, it is likely that credit unions are becoming more conscious of
4
1 Vict, 63 at 65 (1977).
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the security needed as a pre-requisite to making the larger loans. In the
case of most housing loans a registered first or second mortgage, depending
on the equity of the borrower in the land, will be taken by credit unions
in order to obtain priority over all subsequent encumbrances.
With few exceptions interest on credit union loans does not discriminate with respect to risk or size of the loan. Information supplied by
123 credit unions in 1980 indicates that the rate charged by credit unions
in respect of housing loans varies between eleven and fifteen percent per
annum. The rate charged in respect of personal loans varies between twelve
and eighteen percent per annum. Interest is calculated on daily, weekly,
monthly, or quarterly rests depending on the gearing of the particular credit
union.15 Credit union lending in this State presently enjoys the added advantage of being exempt from provisions of the Stamps Act of 1966. That
Act imposes a Stamps Tax of 1.5 percent of loans outstanding if the rate
of interest charged exceeds fourteen percent per annum. A recent proposal
to withdraw this exemption was deferred due to efforts of the Victorian
Credit Co-Operative Association.
C.

Bad Debts Reserves and Liquidity
A study in 1966 of the bad debt experience of a sample of thirty-five
credit unions showed that credit unions wrote off, on the average, 0.13
percent of loans outstanding between 1960 and 1966. A later sample of
sixty-nine Victorian credit unions' bad debt experiences for the year ending
March 30, 1980 showed that credit unions wrote off, on the average,
0.79 percent of loans outstanding. The sub-group experiencing the highest
proportion of delinquent accounts was in the $500,000", to $1,000,000 asset
range. 7 The increase in the incidence of bad debt is, to an extent, a byproduct of the increased co-operative lending activity in this State.
Hitherto the statutory requirement in Victoria has been that five percent of annual surplus go into reserve. In 1966 total reserves were approximately 2.25 percent of loans outstanding and some seventeen times
greater than bad debts written off. The percentage of total reserves to
loans outstanding for the year 1978 to 1979 had decreased to approximately
one percent and was less than four times the bad debts written off in that
year."
In Victoria, there is no statutory provision for liquidity and this aspect of management is left to the discretion of the credit unions. This
position is likely to change shortly, no doubt due in part to the above
15
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mentioned trend. New legislation has been proposed to provide that credit
unions hold liquid reserves equal to seven percent of total assets. It is also
proposed that loan limits equal to one percent of the assets of a credit
union be imposed.
The external source of liquidity for Victorian credit unions has been
stabilized by the Victorian Association of Credit Unions' acting as banker
and lender of last resort. Members are required to deposit ten percent of
their funds with the Association. An analysis of the informal liquidity of
thirty-five credit unions between 1960 and 1966 indicated that the ratio of cash
and other liquid assets to total funds averaged 10.3 percent. An examination
of a sample comprising 123 credit unions in 1980 showed the same overall
average. When types of credit unions were considered separately however,
it was apparent that the metropolitan community based credit unions in the
one to three million dollar asset range averaged 7.6 percent and the metropolitan community based credit unions with over three million dollars in
assets averaged 5.95 percent.' 9 At the same time the industrial and country
community based credit unions recorded higher than average percentages.
These figures confirm our earlier observations about the progress of the
industrial credit unions.
V.

CONCLUSION

An examination of the various statistical data and indicators discussed in the preceding pages points to future development in Victoria, on
the North American pattern. The industrial credit unions have become
predominant in assets, membership, loans and deposits. The community
bond credit unions have also developed largely as a result of pursuing
more pragmatic interest rate and lending policies than those prevalent in
the earlier years. The number of new credit co-operatives has slowed and
may even diminish but in overall terms membership and total assets are
continuing to grow.
It is likely however, that the banks may be permitted to become
more competitive in savings rates offered. This will place particular pressure
on many of the community credit unions whose survival is largely dependent upon a continued and growing share in the savings market. This factor,
together with imminent increases in statutory requirements as to reserves
and liquidity, may result in the decline of certain of the metropolitan community and parish type credit unions and is likely to accelerate the trend
of mergers between such credit unions.
A key factor in the development of the Victorian credit unions has
been an increasing expertise in management with the use of paid staff
supported by the Association. Such support is one way the Association fulfills the developmental and educative role it has undertaken since 1966.
19 VICTORIAN CREDTrr CO-OPERATwE ASSOCIATION LTD.,
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While the predominance of the industrial credit union is likely to
increase in the future, development on the scale which has occurred in
North America is hampered by the difficulties facing those credit unions

with a potential national membership in operating on a national scale.
These difficulties arise principally from the variety of legislative restrictions

and requirements of each State and Territory of the Commonwealth of
Australia with which a credit union operating from another State must com-

ply. Uniform legislation between each State and Territory has on occasion
been mooted, but until it is achieved it is unlikely that the full potential
of credit unions with the capacity for developing a national membership
will be realized. Notwithstanding this, the growth of co-operative credit in
the State of Victoria has added an important dimension to the private finance
sector and will become increasingly significant as the potential of this movement is further realized.
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